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FEDERAL HEALTH BENEFI TS
PREM UM CONVERSI ON | NFORMATI ON FACT SHEET

More noney on payday. |If you have Federal Enpl oyees Health
Benefits prem uns w thheld fromyour pay, then a new program

fromthe Ofice of Personnel Managenment wi Il increase your
paycheck begi nning on 8 Cctober 2000. You may have heard of
“prem um conversion.” It is a “pre-tax” arrangenent, mneani ng

that the part of your salary that goes for health insurance
premuns wll becone non-taxable. This neans that you save on
Federal incone tax and FI CA taxes (Social Security and Medicare
taxes). In nost cases, you'll also save on State incone tax and
| ocal income tax.

How nmuch? You save a percentage of your premium |f your annual
premumis $1800, and you pay 35%in taxes on that amount of

sal ary, you save 35% of $1800. That's $630, or $24.23 every two
weeks.

Do | have to pay a tax later? No. Don't confuse prem um
conversion wth the deferred taxation of Thrift Savings Pl an
contributions, which are taxed when you receive the noney.

How do | sign up? The payroll office will nake the switch
automatically. You don't need to fill out a form You do have a
choi ce, though, to waive prem um conversion despite the savings.
It's a personal decision.

Waiving the Option. |If you choose not to participate, you wll
need to waive the option. You will be required to conplete the
wai ver form which can be obtained at the C vilian Personnel

Advi sory Center (CPAC). All waivers nust be conpleted and
received in the CPAC NLT 7 Cctober 2000. CAUTION — There is no
retroactive provision in the IRS code, so if there is a late
filing by the enployee or late delivery to DFAS, the waiver is
effective prospectively.



Wiy woul d | not want the tax savings? It's possible but
extrenely unlikely. The potential reasons fall under two
headi ngs: Flexibility and Social Security.

Flexibility: An enpl oyee participating in prem um conversion
generally has all the sane flexibility as a person who chooses
not to participate. Because of the tax laws, there are two
exceptions. If you waive prem um conversion you will have the
flexibility, wi thout giving any reason whatsoever, either to
drop your health insurance altogether or change froma self and
famly enrollnment to self only. If you are participating in
prem um conversion, you will be allowed to drop coverage, or
change to self only, only if your decision to do so cones at the
time of a “qualifying life event,” such as when you get narried
or your spouse gets a job that covers you under his/her health
insurance. This flexibility is generally of little or no val ue
conpared to the tax savings of prem um conversion

Social Security. |If you pay Social Security taxes on your
salary, then prem um conversion may result in sonmewhat | ower
Social Security benefits. In rare situations, it nay be

advant ageous to pay full Social Security taxes rather than the
| ower Social Security taxes you pay under prem um conversion.
These unusual cases do not involve enpl oyees covered by the old
Cvil Service Retirenent System (CSRS) or the CSRS-Ofset plan.
If you are covered by the Federal Enpl oyees Retirenent System
(FERS) and you pay no Federal incone tax, you may w sh to
investigate further. In any case, this is a decision only you
can nake.

For information and/or assistance, please contact Ms. Sherri
Collier at 531-4020.
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